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Since our May report. the FCC has gramted 271s rn tour states Georgna and
Lousianz tor BellSouth and Mamne and New Jersey 107 Venizon  Appitcaiions for
seventeen siates” 271s are before the FCC now. By vear-end we expeat all o
\ erizon to be covered by 271s. We expect Qwest to have 271> r all but one or
™o states (Minnesola and Anzona being the ones we expect to lagh We expest
BellSouth to have all its 271 except Flonda  Inally, we expect SBC to add
Califorma late in 2002, but do not beheve the Amertech states will cet their 27 1s

until the first halt of 2003,

As part of the 271 process. UNL rates since May have beer reduced in mam

states. most notabiy 1n the Qwest Regron. but alse in $BC and BellSouth states.

We ewvpect some more UNE reductions (Massachusens. New Jersey and

Pernsy hvamiz are pending for Verizon. for example) het expect the pace to slow
-

gnverf how much UNLE rates have decreased and given that the 271 process that

drives some of the cuts 15 nearing 115 end

For the CLECs. the lower UNL rates present the opporuniny o enter the local
market with munimal up-front investrment. 1t 1s not clear. however. whether some
of the more troubled compames. like WoridCom, will he able 10 take full
advantage. We view UNLP as boing posiine tor the IXCs. particularly AT&T, but
do not belteve that 1t 1s enough to stem the dechrnmge revenues and profitability of

the consumer long-distance market

From the RBOC-imvesior « perspecine, UNEP presemis severar problems, One s
the reduction in resenues tha comes Irom comyaring retan to wholesdle revenues,
The other 1< the pricing compresston that comes trom the RBOCS own attempis 10

restructure ther prices o compete with the aew eptrants Finally, there s the

exposure dunmg & peried wher o RBOU cannet et enter long-distance, but the
INCs have begur o enter ats joce! marker Among the RBOCs. SBC s by far the
musl.e\pmed Ir Calivormia and im the Amernech states 1 has super-Juw UNLEP
prices and no abithty o counter ar XU s entny with an ali-distance plan, It s
possible that Venizor will aise ser <ome meamnglul share loss m the next few

months, but we do not see the IXCs being as tocused on ot as they are on SBC.

particulariy i Ciniomig
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O\'cr three months have passed since we last published our repor: “The Sizius of
271 and UNE-Platiorm in the Regiona: Bells” Terrmorntes™  Gneer the recen
flood of 271 filings with the FCC and the concomizam changes to UNL-Paiom:
(UNEP) rates made by sndividual state COmMMIssons, we thought 0 umely W provwe

an update

B The fiood of zpplicauons jor in-Regior: long disiance enin under sechion 271

of the Telecom Act (2711 15 reachung its ¢rest.  Fourteen 271s have been
granied 10 the Regional Bells (RBOCs! so far. and the FCC has appheanons for
seventeen more before it right now: Alabama. Kentucky. Mississippl. North
Carohina and South Carolina for BellSouth: Colorado. Idaho. lowa. Nebraska,
North Dakota. Montana. Utah, Washington. and Wyoming for Qwest; New

Hampshire. Delaware. and Virginia for Verizon.

B By vear-end 2002. we expect 2715 1o cover all BellSouth states except Flonda,
ali Qwest states except Minnesota and possibly Anzona. and all Venzon states.
SBC has a good chance of having California granted by vear-end. and a slight
chance of having Michigan granted as weli, with the rest of the Amentech

states ikeh to ship into the first half of 2003

B As the RBOCs have prepared to submit their 271s, thev and their state
commissions have made changss to their unbundled network element {L'NE)
pnices. While commissions do occasionally change UNE prices independently
of the 271 process—as New York did earher this vear and as Massachusetts,
New Jersev. Texas and PennsyIvania arc doing now —muost changes have been
made as pari of the 271 process. Thus. both because UNL rates have been
lowered sharply 1n most states over the last vear and because the 271 process is
ending. we expect a slower rate 0of change 10 UNL prices over the next vear or

two than we have seern i the sast Iew months.

B The actua] mmplementation of UNLP accelerated 1n the last few months, as
competitine camiers (CLEC s have Tocused more on this market. WorldCom's
ML division, in pannership with Z-Tel faunched s Neighborhood Plan
Apnil. ATAT has added ioval UNEP-hased service 1n sinv states to is ongmnal
Mo since March of 2002 and wilt probably add another two states this vear, In
early 2002 AT&T was offering UNEP-based Jocal service only in New York
and Texas. Since March, 1t has added Michigan, Georgia. lineis. Ohio,
Calitorrua. and New Jerseyv. It has indicated that it will also enter Pennsylvania
and Massachusetts this vear W expect it 1o push hard in Califormia. where it
will fighi hardest to protect ns long-disiance market. WorldCom's MCI
division aimtroduced ns Neighborhood plan April and appeared ready to
pursue entry 1n at Jeast Lhe urban zones throughout most of the country. Lntry
by these long-distance camiers (IXCs) has been partly m response to potential
eniny by the RBOCs 1nto the long distance marke: ini a given state and partly in
response to lower UNL prices. Given the financial problems at WorldCom and
the changes in AT&T s structure and management as 1 merges i1s Broadband

Py
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anrt with Comeas: 1t 15 somewhat disficult 1o predict how hard they wil nusb
3 Farder nuosh

UNLEP We ewpect some backing off on WerldCom s part. anc 2 ha
in a small number of states on AT&T's.

ATA&T just began depioving UNEP in Calitormia. where SBC wiil not be abic
to respond on the long-distance side till around vear-end 2002, at best. AT&]
1= aiso m Shichigar, Himois, and Ohie, where 11 s uniikely that $BC will be
able 10 respond on the long-distance side til} sometime 0 the first half of 2003,
A< we ndicate below, UNEP discounts are greatest overail in the SBC Region
BeliSouth 1s seang UNEP-based entrv primaniy in Georgad and Fonda. ba
ATA&T has not ve: entered Flonda. Flonida is the enly state in whick we do nat
expect BellSouth 1o have a 271 ull late first quarter 2003. Qwest's rates have
recently dropped 1 a number of states, o that the Regionai average UNEP rate
has dropped from $28.21 1o $23.97. However, we do not believe that enin
o Qwest's terriory 1s a high pr'm'rir_\‘ for the IXCs at any pnce.  Venzon's
rate at $20.23 is the second Jowest on a Regional basis. but that rate s
relativeiv stable vs. May of 2002, 11 is also worth noting that Verizon has not
lost much market share since rates m New York were lowered 1in January.
AT&T has indicated that it will enter Pennsvlvania and Massachusetts this
vear. but neither the uming nor the level of effort in those states 15 clear to us.

The Supreme Court has atfirmed the FCC's nght to designate TELRIC (Total
Element Long Run Incremental Cost) as the methodology by which UNE
prices are set.  More broadly, mm 1ts May 2002 Verizon Communications v.
FCC decision. the Supreme Court appeared 1o affirm the FCC's nght w0
designate any method other than rate-of-return. which s specifically precluded
by the Telecom Act for the purpose of setiing UNLE prices.

The long-term sunival of UNEP 1s. nevertheless. in question. In its May 2002
Verizon decision. the Supreme Court reaffirmed the “necessany and impair™
standard. which 3t had aiready highiighied in s January 1999 Jowa Lithues
Board v FOC decrmon O Moy Zdthomits USTA v 1CC decision, the D.C.
Circuin of Appeals remanded to the FOC the 1999 UNE order 1n which the

FCC atntempted 10 retine the st of required UNLs 1n accordance with the

Supreme Courn’s pecessary und mmparr” standard. The DO Cireutt also
vacated the FOC s hime-shaning order. The FCC has appealed back to the full

% .
D.C7Cireunt some aspects of the court’s decision,

All of these judicial decistons wili have an impact on the tmennial review
which was mitiated by the FCC in December of 2001 1o deaide which UNIs

sull meet the “necessary anc mmpan”™ test. The tnennial review was expected
1o conclude this vear. 11 the D.C Cireunt does accept the FCC's appeal. we
believe it 1s unlikely that the FCC will 1ssue an order in the tnienmal review il
after the court rules. most likely some ume next spring. Aside from delaying
the conclusion. the vanious coun decisions are likely 10 drive the I'CC 1oward a
more granular analysts than 1t had done in the past. Thar was the bent of the
current FOC anvway. bui the D.C. decision reinforces it.  For example. we
wouid not be surprised to sce switchmg removed as an clerment in some

4
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markets Tairly quick!y anc in others over some longer wansiion penied Onher
eiements also might be removed over ume in some geographic and casiomer
markets. 1f the FCC decides to 1ake granularity down to the wire-cenier ievel,
it may leave actual impiememtavon in the hands of the states. but with famiy
ught ruies to guide tha! impiemenwtion  In the context of UNEP. what 1
significant about the removai of an mdinvidual eiemen: s that itomakes ¢
necessans for the CLEC to do some work to reassembic the line when 12 insens
its own equipment. That will make it more difficult 1o move iarge numbers of
customers rapidiy.  Thus. the uming and outcome of the triernmial review s
vern mponant both 10 the CLECs IXCs who use UNEP anc o the RBOCs
who are wholesaling lines 1o those CLECs IXCs at decp discounts

The actual financial impact of UNEP on either the RBOCs or thetr competitors
15. of course. what mvestors care about. Unfortunatelyv. it s difficub 1o
guantify because it depends so much on the companies’ strategies. The more
CLECs are able to cream-skim 1n a given market, the bener their own margins
and the greater the damage to the RBOC. The CLECs’ abilin to cream-skim.
m tarn, depends not only on the CLECs™ own swraiegies. but on the RBOCs’
win-back efforts. which often inciude the introduction of new pricing plans and
the RBOCs™ abilitv to offer all-distance pians. Thus, damage to the RBOCs’
financiais comes not only from the conversion of retail revenues 1o wholesale
revenues. bul {Tom & broader repricing 1 response to competinon. The offset
from long distance appears to be fairly minor, at this puint.  Although
ulumately all-distance customers may be “stickrer” than those who use only
ane service, intialiy both sides are likely 1o spend more on marketing to fight

chumn than theyv did before.

Our May 1. 2002 report included one effort at such an anaiyvsis. It found that
UNEP creates a discount of about 19%, 1o 42% below retail residential revenue.
Using the same retatl rates. those discounts would now range from 24% to
30%.  Anather way 1o look at the issue 1s 1o use the FCC's rate reference
book. whick rebes. in tum. on TNS bili-hanvesune data. According 1o this
data. average residental spending per houschold on local semvce 1s $426 per
vear and on long-distance $176 per vear. Assuming 1.2 hnes per household.

“that would equate 1o aboui S30 per hine in Jocal revenue plus about $4 per line

in access charges for a wtal revenue per line of aboul $33-833. That figure
fails withir the range of $30.834 for rewat] consumer resenue that we had
esuffated in Mav. although both calculauons present potenual problems. For
the TNS data. specifically. 11 1s not clear whether 1axes and Liniversal Service
Fund coninbutsons which an RBOU would simply pass through 1o the
government are included 1n the revenue. With that caveat, we are using $33.50
as a nauonal average residential rate.  That feads 1o UNLP discounts on a
Regron-wide basis of 27% in BellSouth. 28%6 in Qwest. 48% in SBC. and 40%
m Verizon. The TNS numbers 2iso mdicate that the RBOC would need 10 gain
more than three long-distance customers to make up for the revenues from any
local customer 1t loses (5471 of local pius access revenue vs. S128 of long-
disiance revenue net of accessh. And-—given the ditferent margin structures of
the mdustries—it needs more than that 10 make up for the lost cash flow, Of
course. 10 the exten: that an IXC can capture small business customers whose
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rerar! spending 1s higher thar that o consumers. the & Fo R
ners. th ooy eothe R o

greater. For some uime. 2t least. while the mgusin restruciures el

~all distance” mark - me SR eI NS
e RBkct_ the UNEP vs. 271 game is likely to be “negatve-sum.”

with hoth the : P ) £ Sur.
t H OCs™ and IXCs’ profits hunt by iower revenue and higher

markeing €osts.
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Changes 1n methadoioey and correcuons oi €r70rs$

B e chanced our MOLU (minules of use) assumpuor tom (200 W 1311 g0

account for toll minutes. based on foonote 252 of the FOO's Pennsshani

order.

For the columns that calculate full UNEP based on DUM tdizi-equipmer:
munutes . there 1s no change. Thus. for comparison. we are showing tuli UNEP

hased on DEM for both May and August in cur1ables.

We corrected an error in the formula that calculated amortized non-recurming
charges tor Verizon's MA.NH. NY. DE. PA. For N\, KS.MO. OK and TX.
we now have some non-recurring charges that we did not have n our last
neration. For Marvland. we are no longer using the compliance rates that we
used Im Mav. Statewide loop rate averages chanmged 1n several BellSouth,
d\\es: and Vernizon states. though the actual rates did not. based on npew
estimates of the distributions of lines per zone: KY. LA, MS. SC.NM, MEL RI,

Pa

Orce we assembic owr data. we ask all the relevam state comnussions, RBOCs
and the two major IXCs to comment on us accuracy. We receved specific
tfeedback on the accuracy of our tables from all the RBOCs and many states.

UNE pnices continue to wend down.

For all RBOC s the tull UNEP average (assuming DEN) dropped by 1070 from

that which we repoited e Vs

On a navonal basis. Wl UNLP average tassuming DEND pow <tands at $20.28

Tas the S22 S8 average we reponed i May

The range 1s a high 0l S24.58 1or BellSouth and o low of $17 30 for SBC,

witn the range we predicied in ear May repont

SBC esperienced o roughly 20% deciine twith an even shamper decling in
Californiar and Owest experrenced 2 roughly 13% dechine an full UNEP

(DLMyaverzge since our May repont

The RBOC-wide total switching and transpon average dropped 21%. trom the
$8.34 wereporied in May 10 $6.5¢ August

Several suates” full UNEP (DI price appear to increase or actually increased
from that which we reported in May. In some cases. as noted above, we

changed the non-recurning formulz In some cases we chanced the distribution

e.__
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of loops armong zones. thus changing the average. In o 100 Jases T30 Sles
rose. In AL. FL. LA, MS and SC. there 1s now a cross-connest charge ihat o
part of the non-recumnng charges that we amoruze. In Oregon. the pont raie

increased slightly.

- Anna Mana kovacs, PED LA
— krnsun L. Bumns, PED.

Grageon S Viale

7.
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N TR

Compan\ Name Symbol Price
BellSouth BLS S2: 4
SBC SBC L
Qwest Q so82
Verizon vVZ S310x
AT&T T S1l.7e
WorldConvs MO weorg $0.92
Z-Tel ZTEL S144
Comcast CMCSK' §22.0¢9
Dow Jones indusinal DilA 3887
S&P 300 Stwock Index SPX 941.06

i I



ETS, INC

COMMERCE CaPITa) M

sHEgy fy Y ) vbiesha SNV plin SILMUAPIZD O] Lt g s ffLa n'm,nu,u Wy M |um»,u.\'.l.rpm- \.mul.lr,lm watnadf e y o VeHoy

- B ™~ ] i Vil Vi ' s
[T Y N IFRLY LI TR Y [ Y Y PY RS oy -y
vy iw " hi (9" imn () e
iy _ verth Wy by AEILY RN L) LLAN ]
- FETEY L han 12 81) 0y 1N ey su 11y Talld 11 Aen E g LNy TN BT
[ At [IWF | iy L8 (N [ EITITN
iy LUNERY [ LITRTY fy vy LR Y 0t Uy PN
[ i L] HN (Y LY [ LTI
by IR S ¥ 0y Y oY T uly e 1y 0o LTO]
kY LIRIA) Ihhy 1 vy IR [N Lo 204 ek S LR SNIUERN'E S IV RN
. v N 1 i I va [ I BT
[ Y iy ny a0 uy SO vy Iy v ry
i Am il Ml AM 1% W
it bry AUEEY Rl By 9t ol NI ¥.ry
108l alult [{NELY [1K)] 1LY HELY LY ES 1e 2% . WY Iptmaules o
TN T T T AT ' [ IS ¥ sta W
[ERNEY ALY ARG Y ia 4% fo vy (YA ety wu |
N s M Mow N Ny N R e
. by LN vl ! oy i1y Ny AT Ry _ L _ (DT
o ksny LAy _nnes 1u s "o ol 9y s _ oty el LH‘-_-"_-I;_‘_ AR IR I ITRRN
v Vb v AN V) AN v v A ITITS
irie R S Y [EIL Y oy Wiz 0y [EEY g TS wneq
AN At AN ANV NN N AR TS
- m! . L ER iy L LR N o RTRTIRS Fuuty v ~ e I T
¥y LY dwly [LEAL} oy LIRS A} ] e 14 ¥only Cab M sl L S e R I TR S R
(1] HE N) N 1 i 1 no LELI LN
umorly MO LY (L} Wy [WINTY ot IS IRY [REI Y mu |
In I 12 Iw 1% % Tn AU Sivin
M6y S LTS ) ALY Ha .y RIS AP EY ETIRTIRY yaryy
SO 1T S S TT S TRIT B w0 Teny i e e RRURIIREY
1N gt NI Rl ~l1 NI ~ e EFLETY
oy Py RIS RY chrny It vy NN [ERN Y -
AN Ay ™ 'R v [ FILITS
iy ey LE Y _"_—I(i‘"“\‘\ [T ER] ey _ yarg)
 pny - L _mn T T T T L T 0 o L
ey Al (A0 (R [ LTLITN
1l acy L.y LANE EF Y [WARSY vy wo |
W I Huy (L1 s (3 FTTITS
oy e gy B vy TN s iy YRS LIS LE ]
T BT tonld s 17y L) U LhY L) U RIA) Vall [EI¥Y]
NI N NI »h L | NA N L
ah 4y LLEINS } LN S wily [EYTLY 1y LITEY R ]
Iy Sh AL K} 1 Vi 14 Sy
40 41y LAY TN (RS RS ik LT RS
%0914 "I te 174 % 2% vy ¥ % 5% i Yei TG B R T T e
/A MY iy /1 A " Sl T FITL ]
Irely [ERE) (LI 1R qim [II13Y Thoey PN oy wa g
[p] 5 O S 5l fr FAN o) BOE]
s il 6oy LAY XS LR il LT Ky iy LT
iy LI 18] te iy 9 Uy Ty [ A% al iy [ITR1AY =il Mol S A HIHH N HTeaaay
NEVEHi I N RELD T ot iw ]
LILL L LRI LTI sdnupi Fuipeuiipin [XITTIT PEFLLTIR TR LTS R i sapmur FupeuiFoen
(IR T REL LI WA ey (AT IREL LT WAL ey, ITTL T LTY WAL ey LT REITT IR
Walivg 4§ TRV ITE R NI ALY NIINH N I iWuw gad) [TIEE (i cad) (L T ICTUEY NAN (RTINS V] ) MTEIIY apTe b | 00 H
PNEEY N IR DINELYNE G Hay DY NEITHO HiHIO 0 IELIE R TN N2 PHOASNY A Ny ad pmbgsNv il o iy Bty aa ey AR Y
dANG diN L JAN LT IINIEL FEEMS TN DO BN SigfEL D] s (AN ETY IR TP
iAol Ay niol
NI VO s B e by oy o o [ Lol otk |
- - - - - - ™ - - - ‘. ‘. - - - - - - - - - L] - - - -

B e o VIS e S,



VRO i, ) .—_q.s_:__..._..w.:—»\v._‘..___: YR TTRRYY. ) LU PR P N T {...._:___ .:...._..:Q Her ..q,:_.:\ ::_:;.: REpradr s Hn :::.:.s .:_:_..__.E_..w N _..:..V.
R (AT £y va T - = R o R T TT T = ==
N iy g v b [TTIRT: 1 Loy
i i AW '
o iy 5 . A e ng o
..lm ._w4i T :.‘m IR 1) B _ S ns by Tiener 1Y IF e uy LAY selly b TRy R
(R} LA 7Y W AN (W] [ [ [
LL § fny 1 ¥t Sy [ | (IR -
1 i 14 Vv [ Loy [IRS LTS
L L L O IR 11y Ut I R | Yy
_oklmy ¥y L) [LX0Y LYY LT s il ._m‘Fl EANURET LAY
It LA [ ') LITY
tid oy RTINS | [T 1 oy RS Y EIN ]
ket Hiv LIN] AN A EIL TN
o L Bt | SR S Sxu! T L a
ITE T um ul Wt [y ey [T Lishou iy T T N B Ty
AR AN J A (IT1% AN ! LAY HV
sl Wl Wy [N IS EXTREY -y
i v L AR TR LY ' ] iy
(LT BUNEY N nt . Y .
17wy [ XY FLANITNTEY LRI N Y L1K4) 1 Fis LIRS LR I NTREN
AN AN IR L] A N
KT 0 tu v 3 ' ] na g
v AN RN A\ € L v : Y
1l Kit g oy vl v vy Py
1w J!.i..ﬁww.llnlllrlwlx. " ik [LEY nw-..:m A oy _ 'y TRV
7] - v I Rl «
Vo iy g o
(] %
[ 0y
I .»..l...,{.’ 110 07 by
B ) Wi b9 (R A
[T i LY ming
[ 1% v aN A% 4
YN _ . B Y U | _ LETURCINTY
T T . viw . am by Ui uy ¥y 1100 iy - v _q.‘.....u._ﬁ/
(118 ININ Ao oy ' J
[ LTI sl UNRY I
N (|} Niv Ny N NI
L kY [ L] HoY PO LU0 iy LI ____maanoug [LREE | CEIT
(X151 I e 1N 181 iy iy FLi i My YR LIy 49 ¥y
11 Iy NN N LY vh
tel IR [TNTEY i E¥ 0y (LN | »y a1t
L] L] " 1 v 1 Sh
[F3 %1 <0 1) [ | sl . LRLE] [0} TS
¥THL Elows W ¥ 1y 1y Irsis
o T 7a /a0 [ IE Py - ] Wis
3 FE 1y U s by oy BUY Py tElg LN
H. N TR Sy s . . n i o Yo
- RN V.o prud L1by S AL Ly _ athimm ey ] ey Wy Wl gy
H (T30 10 Uy 1L by iN By 36 1% LY ¥l Y i %000 1 LFa ki LYY IuG By oy iy e AT TITRLOT
u — NIV IO LH S — MIERYERE] —
- Vo LAu aynune
..-—_.L [ ETRXI LI duiwmidie amn
n 13 s vamney
w [LTLEE ] (L TLCIUINEY PRy e EYeu AL I ] s 1) jiunw vy LETRTY Titsiy ey [NTITY ' sy DM 1l BT F IS Ty MO
ad L TR PTRR ST LR RN pludvues ) pus Jrudiues | pus 11d) 4 RN S THISNA N L ) e PRSI ORIV H T Ho LA I FTYTN
© WA IV 14 I NIERE] IR ey g Fug ey FETTITNS SRS CENERL S 01wy duyy 1 dunpeardion ey
m Herin 1%
Z
-
S SOHOHR I PSRN oy e . v ! Lo
'
1
- cw o m - - - - s ‘w w m e - - - “ -




L1}

COMMERCE CAPITAL MARKETS. INC

WD J1Y ) ) ke SHVHY pue SRODUE RSP L et Y gt e Nlu}m,\ Wi kY (PO Iy A R KT spand b

,"I 'Iil'h‘l‘rj -UH'II'IJI'J., n FIHIIS

O iy

Ny LI vply

il 1 Ty

davniung |

1 Ny

LENTS] vl a1y

LAY NS

LI

[[URES ] My fo 1y

[EEAY Ai 0y

LT LT IETY 1Y

iy

Y by

wlly

IRLER] L TN oy

Aoy

Y ‘ o

vaean ) iy

PV aad

S ] |£!.\

e 1y

Uiy ILES] Loy

ay ATS

roorly

Wiy

EE R |

ek

Wil AT e 3%

s 11y [ ) TS

IR}
ey
Ty

oot Yoa v |

3 0h

L ETS] bir W d Iv <%

di By (KR} 415y

iy
[
nE
ALRuL] il siir

ininjuey

willstnary

LIRS

1. 5eY le$vh Iity

(RS vy Y [LUNSY

u iy
LR ]
[V
sy vl d el o rly

[N

ol ¥l 1Py

ALY KL% ARNA]

T3]
Ty
LRSS
Ly ML Lt

Tpriony

vy

siviag 1

WIS L0 LR AN |

IS |

XL
WA MR Y

ONTEVYNIINH A
ANV
HLTRR AT HIY 1T
ER L)
Phind Zued v v

[t i
BN E§] pasmy

wapnayin dupeupdyan
IEL vomuany

rapmm
[T TTETY LT

AT REN LTI | TINTRA NERENY (yruvm
GNY SR EVNE T Ny pul Ty Nt 2T b Ly
XL R AL AER AN ENE

PO LUTTON)

LRLN Rl

sl L AN

widien
\ A ey

TapE UL CLTITTE TIVR-T TN

B nadiuany

T Tyenw Tyeuou
P R T IR ES O T R T T R ITTR TN 3)
ANV ONTIEIIES G SENET s

i et [RRELN]

by

sads gy NN

AR RS I AY
IR LR B L

lpbg! S i
N1

SANOL
AR EERN L1}

LI BN

TSR

R R RN N L 1 N R N N IO | B R

Tt




!
LR L Y ] . 2} .__-..L_-__v‘___:‘k_.. FH s pa a1 [ PR T L N TTIT] RYIINILY) a::__ TR —.,:_:._:_ F:._:..__.:u._.. PR RY P AT] JE vty ! ety fre ) :::'...
1 low
! LIIETEY
i
LYRNRY
Wik [RTNTEY [EIF Y iy oy LI W by [ERIETIN RS (Y Sarviume
(YA (YR R0Y TS thu, RETTIT EEENTTETN a
by
BLIENTN
Soouny
o, Loty touni. niany sy LLNTEN iy TR PRI R oLy iy TONBIE ) by
gy
(TR
Insly
iy
Vuy ASRTLY L R0 w1 iy [RINRY [N ENTTTINTEY by . (Y Y
,
IR
- Cr
Y Vi iy (XY LY 1y oy Woninny " TR 1oy
T sy =
Ty
by
i Hny THE Ay PTINEY [ONEY Yoby RTERY . ...__:6 TS Loy
' N 1ol
. drary
. [LXTRY
bin 11y [UNTY Y oy [YIRY DE .y EEN}) at NN By dbnengy LR LUTTNTEY e 1y RERY LY wrdinesy
By
L3 IO Y
L]
an g cbm My LIRY 1y RUNITTINTY oy (ENTIIETY o sy I
TS
js gy
e
= oy
w
[ (NN (LR} LANTLY LIRERY Sk LLLLXTTTENTEN [N Y EERTEY
[ — IR — —
w Chaug ey apoacan Angrmidoon
. Tunrmdvin Bl sy FEED sadiNy
7 g auny
[ ] (s w AL ILEL R EL INYTN rura ILTERETFIH Db sy ) gy G sy g g LTS [T [NTETIN Do m TIVTS
bl 1340 auy aad) WEZE N HOIN Y IS BN LY 44 tiodvumi g pur odew 1] pue LT B TP I LR N TR R N T T T TSP TR THGg LN TR TN
L U TN L XTI Bty L) Buryrpay iy A CENTT I s INEYNINH ) INLEV NE
H wino [RTIN "o
é
3 -
. . H . o - R -
O HEOON SET - VOV IS NBIV P o s oy 1 N Ly N YR




NS

WHDHHIGD S5y ) ) Shaendad SEL Y PUE SHIEAIZD Wenig Eiie

Hier s frang Nigggntg e A Sugg oo d praare spoddod oo oitndac ) ooy

PR U PN ¢ Y

yhury
iUy
Thoulh
Ly
| PR e ] . L

—La ity alifd

S -t

-
-

YY) N

[N PR/1Y SO

PR 1% 1% N

Yy HY

Awindu i gy

oy
By [2
i oahy 1
AL R
ir e

gy Uy a0 ) ailly il | S

fhd Ldotk LY

Lty
kYo by
Ty
— LT A4 S I

Lol Al NI

£

14 14)

L1 43

LR N Y
T.nly
[N Y 1

AT 43 FTIE Y

COMMERCE CAaPrmal MARKETS, INC

IR TSy Y'Y S

VT Y

S R 1N P ) ” an al 4y
e
oy
oLy

d VR BTS00 Y in td IO (13N § S .

nvyey yiley

I TS Y

S Y TS N

ab gy

Lrud .

TE Oy
BURINS
LR I

W) Y 1} § Ly B4 Laodd_ - e o Ly

mudragy

o lUiuk

Al U3

[ L
Y

Iy i

AL Uy 1113

st

R TS )

iU

Shay o LA} e e Luk A1y

rogey gy

GMAALy wa

[E NN Y
LY
Faooly

AN} Y U 33 LY 1y — axld

_Mp ul)

I 1 |

JSR] ' § U S

1l ud

P
LILEE Y
(LI I Y
veoaay
LT ULY

U TR 7 D YO Lup .. Loh

gy

LB TY

I T YR L 7S B

o—al Y.

Y
0 £ EEy

i)
NN *

EnoNy [

4L WY 0y vy i) YA T alld .

...v_{

— U Hud

Y VS

Ld had

) -

(S |
LR Y
Lhuiy

_31.0% 1844 LL2hY pva

wpULauME Y

£l yll

pilad

T U

NS Y
AL NS )
e siy

da by TS Y AT o1 3.3 b a3l 4

wwny

JUis)

mckd Lo

__GT 4%

LI R}
oty
iy
P Y5 Y sl

)

[
EUIN Ay

E
:
i
N
'
R
1

)% al i3 ol )

nyvp

SRIEY

Wee Py

Ny

11 0}

Ty

ISR Y

ooy 1

tHL WY LN Ry MLNTTRY ak LYy A

RN

1

[NITRY Ay

NIV IO BN ] IRV |

I TR IR LI

BT RN ITE WY
(NY CENEIYNL R
AN
IRRERET IR RT]

L

Ay 4 WAy

NI EN wIH AL
Ny INFIY NI NG
AN PR

il Juggeuidiy
JirE samvary

HEHER SN RN
Ny DT VNEDEHD
AEL N NREL

Loy

WA sawnny

Lqpaam bady
HAbEar bRy

IR

LI

PRI L LAY

sagmiy e Jwaprutdnio

THEE v omnaay,

Lo aady
ML LN

[ TLET] LT [T
st Paarda SNV HE ) toasa v B ) A asii
UNY (UL AR L T RO
BEASIINE RN Y IR NET]

IN kLr)

AN NN sy Bkl s ANy
IV p ket

LTINS

AL ] N TR IT]

(L LT ILY

Hives

RNV

[ A N O L P B IR I LY U Rt I B : ; s

S S ittt



HENEINS 1y ) ) vladod SEINY K PUn Sinaea e uens vt Pabist s ffrar

u Nurpey i YV Adenn

te \-:v u._L:a\.- 5_:._ LT \ .==...:=: v J uts:-&¢

TS INC

COVNVFRCE CAaPrTal M.

L TR Y
AR
LT Y
Teoge §
PP PO £ "3 'Y W Y R T WS aluy Ll Uy SLluiy lia ey WIgh ialiuy Uy 2ad Nai.i} Furswny g
N
.
31
N T T R 1LY 45 Ll bed i) Ll b3 Ll 1y Lladys LT TIRITERT ST W LT RTAY wiiBuiygen g
[
[
Oy Ly wy VTR EY 2l 13 VI $1ud Al u) UTS UDURETSY 1t L)l 1. % UL
[N Y
by %28
ALY
1y 4 FNET}Y 44yl FAWS) IFISY e U3 3o DY Al Lol lyu iy T RN 1.3 Y% q) Yruay
ITE Y M) 2913 YWY g2 13 Ll U3 Ll iy TN il L) lug gy TR weanyg)
e | TE15Y 4 uy Jald TSy AL Uy Ll US Ll e LY Laa,d AT I
L3 A
UTRETI 8
LRI
ol oy LlUY TTHTL Y LI Y3 TV Y i U) LL Uy LT ALl oy AUl py 1L .3 14 4 IV
s, ey
Y
(SR Y
—=adid s == LU o WUWY 1y l3d S T R s UL UY by Uy . s LMLIY Uy YRS YN o Mg
IS
by
[N }
. Hored
LEL y 4L UY - SLLUs Lo ly ... . R W ) S Ak Uy Laliyy oy . baladuluy lobad ity S At lgd
! U] 8
. (R Y
! bE (E%
) (LR 1Y
1T uu Y TR VTN V3 1y b UY ul Uy dLfyu Py L, oy uy TR FUMEY tH L1y mpuvauwuggy
Lo dey
LR )
[N Y
T gLy [TTNITY st b faly 4y Py $U Uy Lo gy U Lol U0 py LaplUR Uy ad ) Ak My & g
b s
oy
LA sy
LUy e MLUY _ _guuy N Tl | — S W N} W TNy 1Y ok Uy Shlliy Uy L Ll Opuy LLiiUy uh S W NS S 1T 1 vyspy
iy
Lok
[ KOS Y
Abfe . o ajuy 1y 1) S R 5 Y . AL 4y A UX_.. 1103 LilPydyy _ SUldauyuy SRS TETE S T ST T _
RN
[N Y
Tt sy
[ [ITUNTEY [ Y i1y Lt iy b AL 1y Fl by WUy
SNIVIOTH s | EEETER] I
s Jurge midr [Tt} CRITTYITEIY
TUR L vovunssy [EETTIETRY duipeurdiin
PN iy
taung Igpusmoasd) jyy [ I {ypunw [CTI [NYTITY ey s [ITTTY Qs w (pus w
LN BT TR I SHZEL NNy ady Ny tadppindiuna 1 pavsbuun ) b paw FUALINSY HE O ¥ 00wy SENBIL VS vy tady sady gy
RIS IR RN E] Pur oy gouy saypp pue d LTI TS Furirunwig Tunpraiiien gron iivn T
LA LRI RN §IRURN (R | [IRRN|
| 1
' Y L C RN A N O I O A TR N 1 ! I T




L
\

- - - - - » - - - "» - [ - - - - - - - - - - - -
Lo 1 s IR B A SR E R IR R AN N S RN C S AL
il L NFP Kgy 20 FEHA
L YRR Y YO AL ST VN RO TAT SRR B, FITh bW NEF RS v FEN VNER
BE NSy A b LT AN PO E H A d b e AN TR ANSTERRE (per AN LR ANSPORT tper 300 DANEH dpee VT ANPIFH e ORTLEN A PING ANE AN VA INA T ING AND
pARALR LR LN e roan s o ERrery [PRETIN manth) moRth) PERMEN YN THRAEY A CHIEMINAEL
Atvmnes 111 Artmmres 1] Avimes PEM Lernmen 1301 Avinmmee BFN Avuomen (1) M
aripsnating M Avenmes IV mimidto s epinatayg, minsss minaniey nrtpinating min iRnIes By
l hEYANEE) i SEHION S T LML
UALES T T N
THenmie DRI (RN [EI] [T [ o so (ST (SO T LYETY
o
iy, o
el L Xl
Vodmna Wil Ty T G [T R YR Toor G TR o Tew il
" an
(LI
il TR
Machegan wid Ay hon i TAinan h Y b 1o o ih g T 1a it Titan TRIA A
Mty Aot
wihis han ot
Mrat AR
rhan wit avg T R S ) T U thnt T an T T Tl n
[ITRIE T ' M
PR 4o .
vt [N 1
MNasnniin atd 4oy LAEEY I BN S )y ! Lioy R Rran L iy | ST AW LEOEES
il Lo v
- e e
FaciTu Rell
1
t mllornie -l oy TEEN ' L ST LY LR LYLNIL] 41w LY T | 10 Y7
' [
' '
. LR
Nrradds TR T T T T T T I T T T enk T T T o T Tivier et T
e .
ot
o
FTT Sautheralern OO0 J = = = = = = e S == T T ==y o == = == =
Nrhanrar ol e . . LI i L o (S TH Lagy LYY trame
PN PR
" W
. v
$oanvan R i T . T T - Ly ™ gt T yyaT
RO v
. o 4 1 '
e .
Hennn -~ v e T B BSEH =T T T To =0 To +5 T TTTUATN
e [}
T
o
MO Spathl
(M tnhrma -l e T T AT W Iy OGN V6 T i ) [T
'
[
1
Trean TS i T (DT (Bt YT T = T T T T
[SRE
. ' (3
yura ) A

Somre e Cvmpan L encnd copoets oeadbecgadoatony o ochobe ot pitercennec fon agrecmients amd ARVIS eopeot o COVY et s

TV, 1Y Ldy 3 24T

A

INDTS




e

R

e -

- «

P b b e e e N s SUA ey S ‘ &
=
-
[NTITYY
[RITETS riviey Vomb avapimatmg ) ooanlie ating MW EECAING AND Oiher Swilching und  hibes Swithing and  LE VIRCE Al bem E
BARD dper 00 b8 qpee SWEHOTIING wWEICHTN G s LHSNAY ORI (pr BUF ipes IURETT 1ramapast tper Pimnspurtpee (NI T AMOGUIIIE R (per mnnth pre Q
AL moathy manib) e DY MLy Aty manihy nRIn) manihi munthl munih} NHE iper manihy lnel m
2
Avemmes 4 4H Mot A
wrighnting, TRy e L Nvumed A &
Mrinedes minwies aviginmimg manicy inwirs -
Y
T TETITOY hEY IS sUBILODIALS j %
THr e L] £4 a1 nn v [SINTIIIU e (YR AT 1 1 e it 24N [T \A
Lo h
(R >
ik 4n M
Indinun W T Lo oo Laomonen . Ab pdla| ! N o] T [YORE o i al iy
Sxny
LIRS
1k un
Mihigan 0 in e T i N g BRI [ o [k iy oy TRy T e
ALEY)
o
4
THhae Vool VR R 0A T R R CTkCH L] (SN o TWwrwn woAe Y
Pt
Yt '
14 J
Wivtnavin B koo Eerirrani o ST Fn CITiaT - A T T R T T Rudn - T i TN
$00 ey ] P
i
o T —1~ === e S = e e T T — S = =T
AL TT] [N RN Yen ] kg [STRTIEENT 113 Lty 20 1 A wnug 40 Hn LYENT] | ELIE)
[T
o
| —— LR RIEY
Nevaide S ) CATRETT toon T VAT H Koo taex 1 7kA
LS
LR
(O
ARSI i iy |
tihanans L T ol [P I Lo 4 LTIy YRS [YRTN LT [V A AL BLLY
oy e
e
. EN [T i Aot Thun %ol LT 1y B - o s
(SN X
(RN
Ly
Miviorwr b TR T ke = - RIS e 10 Ah o el TS Kt [t T T
A
Cxey
e 11
e 1t
tkfshnma RS i Lor sty ¢ At A Ohn Nl (YR 10wt 1t 0‘.0— Stk Lo fuy LRI Pagh
LY |
AR I
e e
tevae a0l 30 Tt Ry e N h it [Ty (YT [STITY R Tiin =- D)
L T 4
LN SPPEN
(L1

Sontce Compan Fanancad repos s aond » ervrdoaroey Bhore v ooy tasffe pesesc o Bres g cesieies oitd ARVIES ropraree, COVE exgimmabin




VIV [y 1) skaoddod Sy Y P SR DAED ] MR L T Sy s s Deafy LR ey s dod e poeospanier f didhac ) 0 oy

oy iy

1A} il 0y

11 ay 1

LY - T4

+ . Ll Ay

ey oy

n iy

a1y A

ey
Al

BELIRY

|55

LI RTYY

WA oll 1. 1Y

ay 44

Sa vl

Y

.t it Ay

COMMERCE CAPTTal MARKETS. INC

1 nly

Sl bd Tt

n)oat vy

[N CIN]

#. vy ay ey

EPLLY vy

IR [

[ESY IR

RS YAy

a0y nit iy

A ny s

[ RIRY [N AR Y

LTI Y {IIRT3Y

oMl Civuy

tnhy

S

1w wnyagl

+ 4}

MINY F)A

hu .y _an 1oy,

I

JERIS

6l

104y [RULILS

Tuny . Ly

Syl

ety Wiy

Ay sy

1k Ny

pusiey sredn

yivy uiy

¢ ht 101

fi %% [ INIa)

b1y 104y

IR
vy
LAY

Idiy ol aly

id % d

[ LI

h 0y MUY

[ATREN Y
A vy
[ENRA
[EWEY

In. 1% [UNEAY

v LIPN]

diigedwan ] way

WE e sy

[LRUN Y ALY

ELERY vy

-1 €LY
sy
LAY
iy

it Ay

RpPeme FEAAY |y

S Vi

T

VIR TDIHAN

ltu.l\l Hil

I T

de JUh PR

nEp Wy g BBy

HIMIRAMITERER ) HINTRN YT RN

wapnu) LI ]

Bunemidnie (UL daeeey LG reman Y

BUTRR AL R LMo a0y

T
Hurywaidian

PIED vd ey

Tygswom

rrpmput

W H ey

Cpaaw

YAAUNRE B el e

TIE T sdmnay

AL TR Tgpuude (o)

AR L AL R

NN s w INT Y Sngad VI
NS INTEN NI BNV L LY NEO LY Uny I Y NI HALbay 1w aady g ogddaz LAY TN TN AR ] ol MaINNY I s NSE PR LR I 2 AR RN IFTT
JAN dAna B AR N ENE] AU SINLTE PET S AN asbin p il wes [ R N I SR
RUNT RIS ] Iy el AR
o]
' Py by [T R EURT L R R AR LW BT N PR T EUUICN N B B I R IR [ N R A TR S

I Y R |

P e - AR LT AN R pererahLcx



LR L LT F AW 2...‘ ) ) Sl

Lo sy oty pun s

AL 1y LA gt sy ..::_::.. iy r.«_:...__.. faenyrynda g FRULEY TN A

MR enda ) vy

COMMERCE C APITAL MARKETS. INC

e —— - YT s
| XTRNE'Y
LINNLY
[T Uit N 1y YLt Al uy i Hhylosh by LELLN i End g gad gy
L N = P 5o S S p—
]
sk
[IFRNTERY
Hout L | o " Liny ; ih iy [AIENY _ o O Mlmiay TR we it sy
EFER} 4
wnilg
ules
doli | . b uy _ BTN} ] _ 11y inny 1 S Wby T TR0 L NI ) Mue gy
I~i 1 B ) Mg . [SE] LY [TNI3Y [ X o o s UL it Bt LY
LN [ ) ] AR |- 4 Vi oy I IRCTRLTTY ' oy
e wy g _. . Ll L R _
-} ooz gt M -
thr 1 nuy [IITRTL RIS

:JI\J‘ \ . e —— . D | INETINTITENTY
XY
1oAY
[
N : B _ JEES Lhuy I LIl I o N L - n Ay
A -
RN
i ‘ [NREE}
[T o B YY) S (1) S AT N S5 S LYY | _ - F T Ly o toaly Purp g apoyy
= T T = ==
) o
LIS Y
:_?H A |ww .4__ _ L 1. WW’!L!\ LN DY ! nony L) -_l i.[m.wi__:t:— [ ) N [AR] 14 mdy
dutry i u. 14 LN 11 ut 1rMunng L0 L LTI
I L4 R RN
NUETEY
e
[E3F8 §
. oy N Lo ey el o . g .. kot {taihmug
Vewt TRTY el [STNTYY (BN TITNITY by 1 .y
AR AS LT
— NAVIOITW N — NIEEEXL]
Vg B
ETIN A :
[RERREILINEY
Lyiunw LU LIRS 1) [ LML LNTTITN [RTITIEER ] (RTTITEN [LTLIIT™ Tenes ol TV -
i U L T T B Y I S SN wippwe g PR TROUSSA T i b e AL LR TR IITPTTe
Ad Vit AuNppag iy pusd HAY TR wy d 1 v Ihtry
LETITET g
Sr Ly N R AN T I RO TR o | . ; . :
|

TETf—. | —ia. ;s s B R,

.



. ,a‘\.-—w aﬁr-‘s‘w-mc_r_.ﬂ'!w:wd‘.’.'-“?

Business Services

(2153 2824018
(213)282-3874

-

Wili;am Sutherland. Durecior of Research
Michael Vipla

Retail: Spectalty & Electronics

(215) 282-40%°

Rachard A, Zimmerman
(2151 282-8016

Rvan S. Zeichner

Specialty Chemicals & Materials

(21552824018

Dawn G. Moehn (213)282-30142

Telecommunications & Broadband Services

(6171 576-3704
(61715765704
(61715765764

Anna Mana Kovaes. PR DL CRA
Krisuin L Bums, Ph.D.
Gregor S Ve

Telecommunications Equipment. Connectware & Network Security

(6171 376-3850
{617) 576-5848
(215y282-8020

Wilham R. Beckiean, CI'A
Aichae! Kem
Guoiz Zhang

Administration

i azabeth- Anne DeStelane (2RI INDANTT

Institutional Sales & Trading

{2 319 odop

-—
L]
»
(S
(Y
n
n
] Christopher M. Crooks. CFA
[
a
n
»
=
o
]
[ ]
n
[}
]
B
3
]
[}

U s SRR LI A A oot



———-—-—_——q—-————-ﬁﬁﬁf

s N N

[ J

oldman
achs

' Analyst Commentt

" 11:05 AM - August 22, 2002

Market Outperformer

Large-Cap Value

Price: U5S28.11

United States

R 'R ' R 'R 'R ‘B

Frank J. Governali, CFA
frank governali@gs. com
Portland: 1~207-772-3300

Jason Armstrong, CFA
Jason.armstrong@gs.com
Portlang: 1-207-772-3391

Goldman Sachs
Global Equity Research

SBC Communijcations, Inc. (SBC)
Meeting with SBC CFO highlights key
initiatives: no estimate or ratings change.

Stock dats Price performance iMm M IIM
52-week range USS47 34-22 30 Apsolute 5 _tese -8
Yielg ' 3.8% Reitc $&P So0 LT S &
Capitalization Forecasts fvaluation 2002€ 2003t
Marketcap 15593500 gpst LseTae Uselar
Latest net debt/|cash! - CSCOPE EPST - -
Freefloat - GSCOPEP/E o - -
Shares outstanaing 3325mn * Mav differ from US GAAP

SBC considers fixing the UNE-P mess, as a prime corporate objective. Delayed LD entry in
key locations, combined with the lowest UNE-P rates in the country, have uniquely
exposed SBC 1o profit-eroding share loss. Despite this, SBC's CFO Randall Stephenson stifl
sees stable cash flows through aggressive cost cutting, combined with the ability to
maintain trends in share repurchases and dividend hikes, Consolidation in wireless is
another key abjective of $BC. Acknowledging the proliferation of conversations among
wireless carriers, Stephenson indicated all tatks are still preliminary. In the meantime
Cingular is raising prices, sacrificing sub growth, and looking to improve profits.

Full details

WHAT TO DO WITH THE STOCK™ We continue pur cautious view of telecom. although
recent stock price declines make us somewhat iess cautious.

Within the group the Belis and rural telcos should prosvide the best returns. And, within
the Bells. we continue to view \enizon as the best choice night now  As management
indicates. share loss to UNE-P is going to be quite damaging to SBC. And we believe it
will suffer the greatest consequences ol this phenomenon among the three Bells. Thus. the
valuation premium that SBC trades 2 relamve to Verzonon PT EVIBITDA and
dividend vield is probablv not susteinable over the next six months We continue to use our

o m

current EPS ecimares of 3237 Jon v ant new

UNE-P ABIC PROELENIWITIIOUT LD 8B has veen the miost vacal cintic of
UNE-P and 15 working hard :&orare 3 nires and dummsh the negatve effect inthe
absence of pervasne long distance approva, UNE=F has been andd wiil continue to be very
damaging 10 SBU Moun LD approval oo Amcnaech regaion ot aheiv unul the middle or
second half of T2 and Caifursia nor fiaeiy i vedrenc 2 SELU stands gquite exposed at
the moment H(’m ever we should not exirapointe the SBO expenience uniformly to the
other RBOCs  Nu others fate the uthgue comuination of low priced UNF- P high
residential rates (in the Amernech regien: g contenirared indusinial states. and no LD
capabilitv. Thus we dor 1 see Verizon m particular. and BellSouth 16 o lesser degree has
having the same degree of exposure. S0 ves 1 an ILEC loses a customer 1o UNE-Pirsa
big hir 1o the bortom line - burt 3 has 10 lose the customet for the hui 1o be taken.

And inour viev V'Z and BLS are e 1o 0 adie 1o offser this matenally better than SBC
over the next year It siiuid ve noted tha: SEC has been enioving these same benefits share
TEIEeNUON 1N 1 states where it has long distance approval SBC intends to file cost studies
in key Junsdicrions using 1he regulaton path as one attempl ai raising rates

IIn addition it continues 1 1y o use bundling as aggressively as possible to offset share

0ss

WIRELESS CONSOLIDATION A KEY OBJECTIVE Newspaper reports have

:g: ;ﬂ;%ll;?;’; l:\;?ER;AATION ABOUT COLDMAN SACHS' RATING SYSTEM AMD OTHER DISCLOSURES, REFER TO
oo ED OF e 1AL, GO TO http://www.gs.com/reseatch/hedge.html, OR CONTACT YOUR INVESTMENT




SBC Communications, Inc.

August 22. 2002

exaggerated the speed of wireless consolidation and the progress that has been made v date
However. the desirability of getung a deal done is obvious. and the company acknow ledged acine
vomversations Mr. Steghensor mares that of the tac cpnons for deals AW preserisiess duanior
but greater regulaton and mntegranon hurdies Vowestream presents higher diuion o Lar easic
regulatory approval and integration  Furthermore. similar 1¢ press accounts he :ndicated & dea,
for Voicestream mav be impractical without taking n DT as an equity participant ke no ali=cash

deal ! And importantly. SBC is open to that possibility

WIRELESS PRICE HIKZS DESPITD SLOWER SUB GROWTH The healing cficsis of wireless
mergers are not nearhy upon us ver  In the meantime. Cingular is taking steps 1o heai thyvself " The
price hikes are geared 1o bons) profiability even as it sacrifices sub growth The parucula
increase in national plan rates announced this week are geared 1o both reduce off~ nemwotk
roaming costs and slow down the consumpuon of TDMA network capacinn SBC and BLS are fully
expecting their joint venture 1¢ experience low to no sub growth as a result of these actions as well
as the customer churn thar will be sumulated by the WorldCom reseller shift

CAPEX TO REVENUE SHOULD BE NO HIGHER THAN 13°c AND WILL BE LOWER
ABSENT GROWTH . There is a broad effort to cur capex in both wireiine and wireless operations.
In wireline Stephenson indicared that current thinking is that capex 10 sales should be no higher
than 13% and that in the current environment it should be ne higher than 13%: and vet it is
Thus further capex cuts should occur. inour view if demand recovery continues 1 falter it
would not be surprising 1o see capex 10 sales fall below the 13%¢ rate. as it has in other countries
On the wireless side. capex cuts are also anticipated. In our view. slower capex spending in
wireless is further supporied by the prospects of indusin consolidation

COST REDUCTIONS KEY TG NMAINTAINING EARNINGS AND BOOSTING MARGINS. SBC
sees the margin differentiai benween 11 and V£ and BLS as indicating an opportunity for further
cost cutting Pointing 16 opporeniies in consolidating call cenrers. raising efficiencies in nerwork
operations and generally trimming overhead costs Stephenson is focused and confident in using
these steps 1o help improve margins in the face of share 10ss.

CALIFORNIA DSL EXNPERIENCE GIVES CONFIDENCE IN LONG TERM POTENTIAL In
California. SBC is enjoving the benefuts of scale DSL operations having achieved about 10%
penetration so far. As a result cperations are already FRITDA positive and an the trajectory to
reach SBC s targeted hurdie rage

The steps that got Cabformia 1o scaleinclude an effecine seit- installanon program low help
doskoeosts effective churn enmrel idovwn towards 2= 3 0 and offectne marketung aganst the
cable operators SBC beleves that mass marker deonoevment of DS wili oocur and that vered
offerings are one step in getting there This wili alina aver monthiv prices for Iower speeds. but
should be able 1o maintain an average monthhv price of anproximarely $400 This i a hirtle higher
than our long terni estimate bur directionalis o modeis foas gt the market 1 the same way.
Due 1o the absenice of long Gisiance approval i Cals cand rhe Amentech stares SBC will
continue 10 try 1o bundle DSL ac avway of alisenn Cdoss andhicating that chuin alis 73% for
those customers raking DSi.or; tep ol theit odal ser
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The Goldman Sachs Group. inc_ and/or its affiliates make a market or are the speciakist in the following companies’ secunties: BeliSouth Corp., and Venran Communications. As
such. the market maker or specialist may have an inventoty position, either “long” or “shart,” it the relevant secunty and may be on the opposite side of orders executed on the
relevant exchange - o=

have received duting the past 12 months compensation for investment banking services from the following companies, ther

The Goldman Sachs Group, Inc. and/for its affillates
parents, o7 thewr whally owned or majority-owned subsidianes: BellSouth Corp $BC Cemmunications, inc and Venizon Communkation,

The Goldman Sachs Group, Inc. and/or its affiliates expect to receive or intend to seek compensation for investment banking services in the next 3 months from these companies,
their parents, or wholly owned or majonity~owned subsidianies: BellSouth Corp.. SBC Communicatiens. inc., and Verizon Communications
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Bells Retrain Guns on UNE-F, but Quick Kill Unlikely

Lii reievant disclosures appear on the last page ©f this reporet.

KEY POINTS:

*» We believe the debate at the FCC over the future of UNE-P has surpassed the
broadpand debate in intensity anc near-term importance for the telecom
sector, as the Bells have been thrown on the defensive due to line losses to
rivals. )

+ We believe that the Bells (SBC, BLS, VZ, Q) will have a difficult time
convincing regulators to guickly eliminate the rights of local competitors to
lease out Bell networks (UNE-P] at .deep discounts. This is problematic for
all the Bells but, in our view, is particularly problematic for SBC as its
lack of long-distance progress in the Ameritech region makes it more
vulnerable to UNE~P competitors. The Bells could gain some immecdiate relief
in business markets (as well as some relief toward deregulating their
pbroadband offerings in separate proceedings), but we doubt the FCC will
eliminate UNE-P in residential markets in the near term.

* We believe the Commission is likely to establish a sunset or triggers for
phasing out UNE-P. While the details of such rules are far from settled, we
think the result will give key UNE-P providers, WorldCom (WCOEQ) and AT&T

(T}, time to continue to change the facts on the ground. The more they win

new local customers, the more they increase the potential for a backlash if
the phase-out dismantles the main platform for residential competition.

* Even if the FCC scraps or pares back UNE-P, many state regulators would
likely try to retain it. Also, all decisions would be subject teo court
challenge that could take years to resolve, with the courts likely to
maintain the legal status qQuo in the meantime.

* While the Bells will not gain immediate regulatory relief, we believe that
through bundling and other marketing efforts, they can significantly reduce
the negative impact of UNE-P competition.

* We believe another potentialqhightmare for the Bells would be if cable
begins using UNE-P to accelerate its budding cable telephony cfferings.

| N

As we noted when WorldCom anncunced its "Neighborhood” plan, the intensified
efforts by WorldCom {WCOEQ) and AT&T (T) to compete using the Bell

Unbundled Network -Elements Platform (UNE-P) has dramatically raised the
stakes of the FCC unbundling policy debates. (See our April 23 note WCOM/MCI
Bundled Phone Offer Challenges Rivals and Regulators.) The most recent Bell
qgarterly reports suggest that the impact of UNE-P is quickly growing. {(For a
d;scussion of the economics of UNE-P, see the report by our colleagues Daniel
Zito and Brad Wilson, Cautious Long-Distance Outlook, June 27, 2002. For a
state-by-state UNE pricing and sensitivity study, see attachment to.VZ:

Comments on RBOC Weakness, August 21, 2002,
Balheff and Christopher. C. King.)
The impact of UNE-P has caused the Regional Bell Operating Companies

{

!

by our collegues Michael J.

SBC, BLS, Q, VZ) to shift their priorities in seeking regulatory relief
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